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In Our Opinion..
The Newsletter of the AICPA Audit and Attest Standards Team
Vol. 15 No. 4 October 1999
SEC Issues SAB on Materiality
By Thomas Ray
The Securities and Exchange Commission 
(SEC) staff has released Staff Accounting 
Bulletin (SAB) No. 99 which addresses the 
application of materiality thresholds to the prepa­
ration and audit of financial statements filed with 
the SEC. SABs are interpretations and practices 
followed by the staff of the Office of the Chief 
Accountant and the Division of Corporation 
Finance in administering the disclosure require­
ments of the federal securities laws; they are not 
rules or interpretations of the SEC.
The SAB states that it does not create new stan­
dards or definitions for materiality, but reaffirms 
the concepts of materiality expressed in the 
accounting and auditing literature as well as in 
long-standing case law. Indeed, the SAB draws 
heavily on the existing auditing and accounting 
literature on materiality, and makes some impor­
tant statements, including the following:
> Registrants and auditors may not rely solely 
on numerical thresholds to determine what is 
material.
> The materiality of misstatements discovered 
in the financial reporting and auditing pro­
cesses must be considered both individually 
and in the aggregate.
> Intentional misstatements that are not mate­
rial are inappropriate and may be unlawful.
The SAB addresses the evaluation of misstate­
ments discovered in the financial reporting and 
auditing processes, and does not affect the auditor’s 
consideration of materiality in planning the audit.
Qualitative Characteristics of Materiality
Registrants and the auditors of their financial 
statements should not rely exclusively on quantita­
tive benchmarks or rules of thumb to determine 
whether an item is material to the financial state­
ments. A numerical threshold may provide the 
basis for a preliminary assumption that an amount 
is unlikely to be material; however, it is not a sub­
stitute for a full analysis. Financial Accounting 
Standards Board Statement of Financial Accounting 
Concepts No. 2, Qualitative Characteristics of Account­
ing Information, reminds us that an amount is mate­
rial if the “magnitude of the item is such that it is 
probable that the judgment of a reasonable person 
relying upon the [financial] report would have 
been changed or influenced by the inclusion or cor­
rection of the item.” Thus, management and audi­
tors must consider both quantitative and qualitative 
aspects of unadjusted differences and omissions.
Statement on Auditing Standards (SAS) No. 47, 
Audit Risk and Materiality, provides auditors with 
guidance on evaluating audit findings (AU sec. 
312.35-.40). SAS No. 58, Reports on Audited Finan­
cial Statements, also provides guidance on evaluat­
ing the materiality of departures from generally 
accepted accounting principles (AU sec. 508.36). 
The SAB presents some additional qualitative
(continued on page 2)
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factors to consider, and states that among the considera­
tions that may well render material a quantitatively 
small misstatement of a financial statement item are 
whether the misstatement—
> Arises from an item capable of precise measure­
ment or whether it arises from an estimate and, if 
so, the degree of imprecision inherent in the esti­
mate
> Masks a change in earnings or other trends
> Hides a failure to meet analysts’ consensus expec­
tations for the enterprise
> Changes a loss into income or vice versa
> Concerns a segment or other portion of the regis­
trant’s business that has been identified as playing 
a significant role in the registrant’s operations or 
profitability
> Affects the registrant’s compliance with regulatory 
requirements
> Affects the registrant’s compliance with loan 
covenants or other contractual requirements
> Has the effect of increasing management’s com­
pensation, for example, by satisfying requirements 
for the award of bonuses or other forms of incentive 
compensation
> Involves concealment of an unlawful transaction.
In the context of the SAB, for example, management 
and auditors may be expected to be aware of analysts’ 
consensus expectations and consider them in evaluating 
unadjusted differences.
The SAB also emphasizes the possible effect of mis­
statements on segment disclosures. For example, the 
SAB states that a misstatement of the revenue and operat­
ing profit of a relatively small segment that is represented 
by management to be important to the future profitability 
of the entity is more likely to be material to investors than 
a misstatement in a segment that management has not 
identified as especially important.
Auditors and management may wish to consider 
expanding their documentation of the reasons for con­
cluding that unadjusted misstatements are not material 
to include salient qualitative considerations.
Aggregation of Unadjusted Differences
The SAB reminds auditors that, when evaluating the 
materiality of unadjusted differences, the differences 
should be considered both individually and in the aggre­
gate. An individually material misstatement should not 
be aggregated with offsetting immaterial amounts as 
part of an analysis that justifies that, as a whole, the mis­
statements are not material. In addition, SAS No. 47 (AU 
sec. 312.34) states that “the auditor should aggregate 
misstatements that the entity has not corrected in a way 
that enables him or her to consider whether, in relation 
to individual amounts, subtotals, or totals in the financial 
statements, they materially misstate the financial state­
ments taken as a whole.”
Also, the SEC staff believes that, in considering the 
aggregate effect of multiple misstatements on a subtotal 
or total, registrants and the auditors of their financial state­
ments should exercise particular care when considering 
whether to offset (or the appropriateness of offsetting) a 
misstatement of an estimated amount with a misstate­
ment of an item capable of precise measurement.
Intentional Misstatements
The SAB states that management should not make 
intentional immaterial errors in a registrant’s financial 
statements to “manage” earnings, and that in certain cir­
cumstances, intentional immaterial misstatements are 
unlawful. The SAB makes some subtle observations 
about management’s intent and the legality of inten­
tional misstatements, some of which are discussed 
below. It further reminds registrants of their legal 
responsibility to keep books, records, and accounts that, 
in reasonable detail, accurately and fairly reflect transac­
tions and the disposition of assets. The SAB also 
reminds auditors of their obligation to inform manage­
ment and, in some cases, the audit committee of illegal 
acts that come to the auditor’s attention.
The SEC staff believes that a registrant and the audi­
tors of its financial statements should not assume that even 
small intentional misstatements in financial statements are 
immaterial. Although management’s intent does not 
render a misstatement material, it may provide significant 
evidence of materiality. The evidence may be particularly 
compelling when management has intentionally misstated 
items in the financial statements to manage reported earn­
ings. In that instance, management presumably has done 
so believing that the resulting amounts and trends would 
be significant to users of the registrant’s financial state­
ments. The SEC staff believes that investors generally 
would regard such a practice as significant.
In discussing the legality of misstatements, the SAB 
focuses on intent. The SAB states that it is unlikely that 
it is ever “reasonable” for registrants to record immaterial 
misstatements or not to correct known immaterial misstate- 
(continued on page 3)
2
SEC Issues SAB on Materiality (continued from page 2
ments as part of an ongoing effort directed by or known 
to senior management for the purposes of managing 
earnings. Therefore, when evaluating the materiality 
of unadjusted misstatements, it becomes important to 
consider factors such as analysts’ consensus estimates and 
other factors that might be motivating management.
The SAB reminds auditors of their responsibilities 
under GAAS and the securities laws to report illegal acts 
to management and, in certain circumstances, to the 
audit committee. However, the SAB does not provide 
any definitive conclusions about when an immaterial 
misstatement is an illegal act. If the auditor identifies 
otherwise immaterial misstatements that he or she sus­
pects are either intentional or were not corrected “as part 
of an ongoing effort directed by or known to senior man­
agement for the purposes of managing earnings,” he or 
she may need to consider consulting with legal counsel.
Registrants and their auditors are urged to read the 
SAB fully and carefully. The Auditing Standards Board 
has established a task force to consider whether the 
auditing standards should be amended or interpreted, or 
whether additional guidance is needed.
Additional sources of guidance on the evaluation of 
materiality include the following:
> Practice Alert 94-1, Dealing With Audit Differences, 
issued by the Professional Issues Task Force 
of the AICPA SEC Practice Section Execu­
tive Committee. The Alert is available at 
www.aicpa.org/members/div/secps/lit/practice/941.htm.
> A “White Paper” on materiality developed by a 
task force of the five largest accounting firms. This 
paper also is available on the AICPA’s Web site at 
www.aicpa.org/members/div/auditstd/big5.htm.
ASB Issues ED to Improve 
Audit Committee Effectiveness
By Kim M. Gibson
On September 28, 1998, Secu­rities and Exchange Commis­sion (SEC) Chairman Arthur Levitt, Jr., expressed significant con­
cern about the quality of financial 
reporting in corporate America. 
Chairman Levitt described the 
problem as one that must be 
addressed by the entire financial 
community rather than the govern­
ment alone and called for several 
actions, including the formation of a 
blue ribbon panel to develop recom­
mendations to improve audit com­
mittee performance. The panel was 
formed and named the Blue Ribbon 
Committee on Improving the Effec­
tiveness of Corporate Audit Com­
mittees (BRC).
In February 1999, the BRC issued 
Report and Recommendations of the 
Blue Ribbon Committee on Improving 
the Effectiveness of Corporate Audit 
Committees. The report includes ten 
recommendations for strengthening 
the independence of audit committees 
and making them more effective. 
Two of the recommendations (num­
bers 8 and 10) suggest changes to 
generally accepted auditing stan­
dards (GAAS).
As a result of the BRC’s recom­
mendations, and in conjunction with 
actions expected to be taken by the 
New York Stock Exchange, the 
National Association of Security 
Dealers, and the SEC, in a collabora­
tive effort to improve audit commit­
tee effectiveness, the Auditing 
Standards Board (ASB) has proposed 
amendments to Statement on Audit­
ing Standards (SAS) Nos. 61, Com­
munication With Audit Committees, and 
71, Interim Financial Information. 
The proposed amendments are 
included in an exposure draft titled 
Amendments to Statement on Auditing 
Standards No. 61, Communication 
With Audit Committees, and State­
ment on Auditing Standards No. 71, 
Interim Financial Information.
Communication With Audit 
Committees
The first part of the proposed SAS 
responds to recommendation num­
ber 8 of the BRC which states:
The Committee recommends 
that generally accepted auditing 
standards require that a com­
pany’s outside auditor discuss 
with the audit committee the 
auditor’s judgments about the 
quality, not just the acceptability, 
of the company’s accounting 
principles as applied in its finan­
cial reporting; the discussion 
should include such issues as 
the clarity of the company’s 
financial disclosures and degree 
of aggressiveness or conservatism 
of the company’s accounting
(continued on page 4)
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principles and underlying esti­
mates and other significant deci­
sions made by management in 
preparing the financial disclo­
sure and reviewed by the out­
side auditors. This requirement 
should be written in a way to 
encourage open, frank discus­
sion and to avoid boilerplate.
In early October 1999, the SEC 
issued a proposed rule that, among 
other things, requires registrants to 
include in certain filings with the 
SEC a letter from the audit committee 
disclosing, among other things, that 
the company’s outside auditors have 
discussed with the audit committee 
matters required to be discussed by 
SAS No. 61 (as may be modified.)
In response to this recommenda­
tion and the SEC’s proposed rule, 
the ASB is proposing an amendment 
of SAS No. 61 (AU sec. 380.03) and 
the addition of a new paragraph to 
SAS No. 61 (AU sec. 380.11). The 
proposed amendments will— 
>Require that the auditor discuss 
certain information relating to the 
auditor’s judgments about the 
quality, not just the acceptability, 
of the company’s accounting prin­
ciples with the audit committees 
of SEC clients. (At this time, the 
ASB believes that it is appropriate 
to limit this requirement to audit 
committees of SEC clients. The 
ASB recognizes that application of 
this requirement to non-SEC 
organizations that have audit com­
mittees may not be meaningful 
and cost-effective at this time.) 
>Require the discussion to include 
such matters as the consistency of 
application of the entity’s account­
ing policies and the clarity, consis­
tency, and completeness of the 
entity’s accounting information 
contained in the financial state­
ments and related disclosures. 
The discussion is also to include 
certain items that have a signifi­
cant impact on the representa­
tional faithfulness, verifiability, 
neutrality, and consistency of the 
accounting information included 
in the financial statements. 
(Although objective criteria have 
not been developed to aid in the 
consistent evaluation of the quality 
of an entity’s accounting measure­
ments and disclosures, the ASB 
believes that the auditor, manage­
ment, and the audit committee 
can still have an open and frank 
discussion of these issues as envi­
sioned by the BRC.)
> Encourage a three-way discussion 
among the auditor, management, 
and the audit committee. (The 
ASB believes it is appropriate for 
management to play an active role 
in this discussion because man­
agement is primarily responsible 
for establishing an entity’s finan­
cial reporting practices within the 
framework established by generally 
accepted accounting principles.)
> Prohibit auditors from communi­
cating in writing the auditor’s 
judgments. (This will help facili­
tate the open and frank discussion 
referred to in the second item in 
this list.)
> Introduce documentation require­
ments regarding the discussion to 
include that the discussion had 
taken place, the date of the dis­
cussion, and the participants. 
(The ASB realizes that some of 
the terminology used in this pro­
posal differs from that of the BRC, 
specifically with respect to the 
terms degree of aggressiveness or 
conservatism. The ASB believes 
that these terms are subjective 
and would lead to interpretation, 
whereas the wording used in this 
proposal is based in the current 
accounting literature.)
Interim Financial Information
The second part of the proposed 
SAS responds to recommendation 
number 10 of the BRC which states:
The Committee recommends 
that the SEC require that a 
reporting company’s outside 
auditor conduct a SAS 71, Interim 
Financial Information, prior to 
the company’s filing of its form 
10-Q.
The Committee further recom­
mends that SAS 71 be amended 
to require that a reporting com­
pany’s outside auditor discuss 
with the audit committee, or at 
least its chairman, and a repre­
sentative of financial manage­
ment, in person, or by telephone 
conference call, the matters 
described in AU Section 380, 
Communication With Audit Com­
mittees, prior to the filing of the 
Form 10-Q (and preferably prior 
to any public announcement of 
financial results), including sig­
nificant adjustments, manage­
ment judgments and accounting 
estimates, significant new account­
ing policies and disagreements 
with management.
The first paragraph of this recom­
mendation is directed at the SEC 
and in early October 1999 the SEC 
issued a proposed rule that, among 
other things, requires certain regis­
trants to engage their outside audi­
tors to conduct a SAS No. 71 review 
of interim financial information prior 
to the company’s filing of its quarterly 
Form 10-Q.
(continued on page 5)
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In response to the second para­
graph of the recommendation, the 
ASB is proposing an amendment of 
SAS No. 71 (AU sec. 722.25) and the 
addition of a new paragraph to SAS 
No. 71 (AU sec. 722.26). This 
amendment will—
> Clarify that the accountant should 
communicate to the audit committee 
or be satisfied, through discussions 
with the audit committee, that mat­
ters described in SAS No. 61 have 
been communicated to the audit 
committee by management when 
they have been identified in the con­
duct of interim financial reporting.
> Require the accountant of an SEC 
client to attempt to discuss with 
the audit committee the matters 
described in SAS No. 61 prior to the 
filing of the Form 10-Q or, if appli­
cable, prior to a public announce­
ment of interim information.
The ASB supports increasing the 
dialogue on the matters noted in 
the amendments to SAS Nos. 61 
and 71. However, the effectiveness 
of this proposal is dependent on 
the willingness of all parties to 
engage in the discussion and act on 
the implications. This document 
responds to only those recommen­
dations that suggest changes to 
GAAS. The ASB encourages practi­
tioners to read the BRC’s report and 
recommendations in its entirety. 
They are available online at 
www.nyse.com and www.nasd.com.
The exposure draft has been 
posted in PDF format to the 
AICPA’s Web site at www.aicpa.org/
members/div/auditstd/drafts.htm. 
The Adobe Acrobat Reader is 
needed to view the file in PDF for­
mat. The Reader is available as a 
free download from the Adobe Web 
site at www.adobe.com/prodindex/ 
acrobat/readstep.html.
Two New Members of the ASB
By Judith M. Sherinsky
The AICPA Board of Directors approved the nom­
inations of the following two new Auditing Stan­
dards Board members, whose terms begin in
October 1999.
Linda K. Cheatham is a sole practitioner in Alexan­
dria, VA specializing in fraud and records reconstruction, 
small business, and tax. In addition to being a CPA, Linda 
is a certified fraud examiner and a certified government 
financial manager. Prior to forming her own firm, she was 
a partner with M.D. Oppenheim & Company, PC in Fair­
fax, VA and a partner with Williams, Young & Associates 
in Madison, WI. Prior to that, Linda was assistant director 
of internal audit at the Illinois Governor’s Office of Man­
power. Linda has a B.S. in English, with additional 
accounting courses from Illinois State University.
Linda has served on several AICPA committees in the 
past, including the Federally Assisted Programs Com­
mittee, the Government Accounting and Auditing Com­
mittee, the CPE Executive Committee, the Task Force 
on the Future of CPE, and the Task Force on Certificate 
of Educational Achievement in Governmental and Non­
profit Accounting and Auditing. She has also served as 
an instructor of AICPA programs for many years.
In 1990, Linda received a kidney transplant and is an 
avid worker in various organizations that support kidney 
research and organ donation, including the National 
Kidney Foundation. Linda races a Porsche Boxster to 
promote organ donor awareness.
W. Scott McDonald is a shareholder in the CPA firm 
of Davis, Kinard & Go., P.C. in Abilene TX. The firm, 
celebrating its 70th anniversary in 1999, is the oldest and 
largest firm in Abilene with eight shareholders and 50 
employees and is a member of the SEC Practice Section 
of the AICPA. Scott is a current member of the AICPA 
Joint Task Force on Alternative Practice Structures and 
a former member of the Technical Standards Subcom­
mittee of the AICPA Professional Ethics Committee. 
He also was a team captain for ten years for both SECPS 
and state administered peer reviews.
Scott’s primary experience is in auditing commercial 
entities with a specialization in financial institutions. His 
experience includes litigation support for the FDIC, 
RTC, and CPA firms in assessing audit failure and lia­
bility associated with financial institution failures in the 
1980’s. He also is a contributing author to PPC’s Guide to 
Audits of Financial Institutions.
Scott is the current president of the Abilene Chapter 
of the Texas Society of CPAs and a member of the 
Financial Institutions Committee of the Texas Society 
of CPAs. Scott is a graduate of Baylor University.
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The Auditing Standards Board (ASB) performs 
its work through task forces composed of mem­
bers of the ASB and others with technical exper­
tise in the subject matter of the project. The findings of 
the task forces periodically are presented to the mem­
bers of the ASB for their review and discussion. Listed 
below are the current task forces of the ASB and a brief 
summary of their objectives and activities.
SAS and SSAE Task Forces
Attestation Recodification Task Force — Revision 
of Standards (Staff Liaison: Jane M. Mancino; Task 
Force Chair: Charles E. Landes). The task force is 
examining the Statements on Standards for Attestation 
Engagements (SSAEs) to improve their understandabil­
ity and utility. The task force has developed a proposed 
new definition of an attest engagement to be incorporat­
ed into AT section 100, Attestation Standards. The pro­
posed definition includes the following key concepts:
> The definition of an attest engagement is engage­
ment-driven rather than association-driven
> The practitioner may be engaged to provide an 
examination, a review, or an agreed-upon proce­
dures report
> The engagement may relate to either subject mat­
ter or an assertion about subject matter
> The definition incorporates the concept of a 
responsible party
The ASB concluded that a practitioner ordinarily 
should obtain a written assertion in an attest engage­
ment in which the client is the party responsible for the 
subject matter (the responsible party). If the client will 
not provide a written assertion, there is an automatic 
restriction on the scope of the engagement, and use of 
the report is restricted to the client. If the nature of the 
subject matter is such that a responsible party does not 
exist, the client may provide a written assertion as long 
as the client has a reasonable basis for making that asser­
tion. If the client and the responsible party are different 
parties, the practitioner ordinarily should obtain a writ­
ten assertion. However, if the responsible party will not 
provide a written assertion, and the practitioner is able to 
obtain sufficient evidence to issue an unmodified report, 
the use of that report would be restricted to the client. 
The ASB expects to vote to ballot the draft for issuance 
as an exposure draft at its October 1999 meeting.
Audit Committee Effectiveness Task Force (Staff 
Liaison: Kim M. Gibson; Task Force Chairs: James S. 
Gerson and Robert C. Steiner). The ASB has issued an 
exposure draft of a proposed SAS titled Amendments to 
Statements on Auditing Standard No. 61, Communication 
with Audit Committees and Statement on Auditing 
Standards No. 71, Interim Financial Information. (See 
“ASB Issues ED to Improve Audit Committee Effec­
tiveness,” on page 3 for information about this project.)
Federal GAAP Hierarchy Task Force (Staff Liai­
son: Gretchen Fischbach; Task Force Chair: J. Michael 
Inzina) The task force is revising SAS No. 69, The Mean­
ing of Present Fairly in Conformity with Generally 
Accepted Accounting Principles in the Independent 
Auditors Report, to define categories a through d of the 
federal GAAP hierarchy, and will consider any other 
related amendments to existing auditing standards. The 
task force will present a draft of proposed amendments 
to the SAS at the ASB’s October 1999 meeting.
Financial Instruments Task Force (Staff Liaison: 
Judith M. Sherinsky; Task Force Chair: Stephen D. 
Holton). In June 1999 the ASB issued an exposure draft 
of a proposed SAS titled Auditing Financial Instruments. 
The proposed SAS would supersede SAS No. 81, Audit­
ing Investments, and would be applicable to all financial 
instruments. The task force is concurrently developing a 
practice aid, that includes case studies, to help auditors 
implement the proposed SAS. Information about the 
practice aid has been posted to the AICPA’s Web site at 
www.aicpa.org/members/div/auditstd/webmater.htm. The 
exposure draft can be ordered from the AICPA Order 
Department by requesting product number 800131 and 
can be downloaded from the AICPA’s Web site at 
www.aicpa.org/members/div/auditstd/drafts.htm. The dead­
line for comments on the exposure draft has been 
extended to November 10, 1999.
Materiality Task Force — (Staff Liaison: Judith M. 
Sherinsky; Task Force Chair: Andrew J. Capelli). A task 
force has been formed to consider whether guidance 
should be developed to help auditors implement SEC 
Staff Accounting Staff Bulletin (SAB) No. 99, Materiality, 
which was issued on August 12, 1999. The task force
(continued on page 7)
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also will consider whether SAS No. 47, Audit Risk and 
Materiality in Conducting an Audit, should be amended to 
include the qualitative factors related to materiality that 
are presented in the SAB. (For information about the 
SAB, see “SEC Issues SAB on Materiality” on page 1.)
Omnibus SAS Task Force — (Staff Liaison: Judith 
M. Sherinsky; Task Force Chair: Richard Dieter). In 
April 1999, the ASB issued an exposure draft of a pro­
posed SAS titled Omnibus SAS 1999—Audit Adjustments, 
Reporting on Consistency, and Service Organizations. At its 
September 1999 meeting, the ASB voted to ballot for 
issuance as a final standard the reporting on consistency 
and service organizations sections of the exposure draft. 
The reporting on consistency section amends AU Sec­
tion 420, Consistency of Application of Generally Accepted 
Accounting Principles, to clarify the circumstances for 
which a change in the reporting entity requires a consis­
tency explanatory paragraph in the auditor’s report. The 
service organizations section of the proposed SAS 
amends SAS No. 70, Reports on the Processing of Transac­
tions by Service Organizations, to help auditors determine 
the kind of information about a service organization they 
need when auditing the financial statements of an enti­
ty that uses a service organization to process transac­
tions. The remaining section of the proposed SAS, 
“Audit Adjustments,” which would establish audit 
requirements to encourage management to record audit 
adjustments proposed by the auditor, will be reconsid­
ered at the October 1999 ASB meeting.
Technology Issues Task Force — (Staff Liaison: 
Julie Anne Dilley; Task Force Chair: George Tucker). 
The task force is considering the manner in which audit­
ing standards taken as a whole reflect the use and impact 
of information technology and whether changes should 
be made to the standards. The task force has considered 
the present content of various SASs, particularly those 
dealing with audit planning, internal control, and evi­
dential matter. It also has considered recommendations 
made by the Computer Auditing Subcommittee in its 
December 1998 report, and the perspectives of task 
force members on how entities are using technology and 
how auditors are performing procedures in highly auto­
mated environments. The task force currently is focusing 
its efforts on exploring the characteristics and related risks 
of IT systems, and whether AU section 319, Consideration 
of Internal Control in a Financial Statement Audit, should be 
amended to better reflect information technology.
Other Task Forces and Committees
Accounting and Review Services Committee (ARSC) 
(Staff Liaison: Kim M. Gibson; Committee Chair: Diane 
S. Conant). The ARSC is revising the standards related 
to unaudited information to make those standards con­
sistent with the changing needs of members, their 
clients’ third-party users, and the public at large. The 
Committee is currently drafting an exposure draft that 
will provide an exemption from the reporting require­
ments of Statement on Standards for Accounting and 
Review Services No 1, Compilation and Review of Finan­
cial Statements, for financial statements issued for inter­
nal-use only.
Audit Issues Task Force (Staff Liaison: Julie Anne 
Dilley; Task Force Chair: Deborah D. Lambert). The 
task force meets on a monthly basis to (1) oversee the 
ASB’s planning process, (2) evaluate technical issues 
raised by various constituencies and determine their 
appropriate disposition, including referral to an ASB task 
force or development of an interpretation or other guid­
ance, (3) address emerging audit and attestation practice 
issues and provide guidance for communication, as nec­
essary, (4) provide advice on ASB task force objectives 
and composition and monitor the progress of task forces, 
and (5) assist the ASB Chair and the Audit and Attest 
Standards staff in carrying out their functions, including 
liaison with other groups.
Auditing Revenues Steering Task Force (Staff 
Liaison: Julie Anne Dilley; Task Force Chair: Robert C. 
Steiner). The task force is overseeing the development 
of a guide on auditing revenue in certain industries that 
(continued on page 8) 
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are not covered by existing AICPA Audit and Account­
ing Guides. The focus of the guide will be on the iden­
tification of industry-specific issues that present audit 
risks in revenue recognition, and suggested auditing 
procedures to address them. Industries identified 
include computer software, high technology, telecom­
munications services, franchisors, extractive industries 
other than oil and gas, travel agencies, membership fees 
in service industries, and barter transactions in the 
media. The task force has forwarded questionnaires to 
practitioners whose responses will provide the informa­
tion necessary to develop the guidance.
Computer Auditing Subcommittee (CAS) (Staff 
Liaison: Jane M. Mancino; Subcommittee Chair: Carol 
A. Langelier). The CAS was eliminated in the recent 
AICPA committee restructuring. However, former mem­
bers of the CAS will continue to (1) participate in the 
ASB’s task forces on auditing revenues, continuous 
auditing, and technology issues, and (2) provide input on 
the development of a publication that will provide help­
ful guidance on auditing in an E-commerce environ­
ment. Further, the CAS has developed a draft letter 
proposing certain revisions to state legislation that 
requires certification authorities to obtain an annual 
attest report on compliance with relevant laws and regu­
lations. Such regulations may not be consistent with the 
requirements of the professional standards. The draft 
letter is expected to be distributed to the state societies 
in the near future.
Continuous Auditing Steering Task Force (Staff 
Liaisons: Julie Anne Dilley and Jane Mancino; Task 
Force Chair: Keith O. Newton). The task force will host 
a "brainstorming" session on November 30, 1999 with 
practitioners knowledgeable about using information 
technology in assurance services. The objectives of the 
session are to further explore the concept of continuous 
auditing or continuous assurance, and to identify specif­
ic coordinated actions to be taken by different interest­
ed parties to move continuous auditing from a concept 
to a valuable and viable service.
FASB 125 Audit Issues Task Force (Staff Liaison: 
Julie Anne Dilley; Task Force Chair: Tracey Barber). 
The task force will develop auditing guidance that 
addresses the use of legal interpretations as evidential 
matter for transfers of financial assets by banks for which 
a receiver, if appointed, would be the Federal Deposit 
Insurance Corporation (FDIC) or its designee. One of 
the criteria for a transfer of financial assets to be account­
ed for as a sale under Statement of Financial Accounting 
Standards No. 125, Accounting for Transfers and Servicing 
of Financial Assets and Extinguishments of Liabilities, is that 
the transferred assets have been isolated from the trans­
feror and its creditors, even in bankruptcy or other 
receivership. The task force recently met to discuss the 
FDIC’s proposed rule, Treatment by the Federal Deposit 
Insurance Corporation as Conservator or Receiver of Finan­
cial Assets Transferred by an Insured Depository Institution in 
Connection With a Securitization or Participation.
Fraud Standard Steering Task Force (Staff Liaison: 
Jane Mancino; Task Force Chair: Andrew J. Capelli) 
The ASB has selected the following four proposals for 
academic research on the effectiveness of SAS No. 82, 
Consideration of Fraud in a Financial Statement Audit:
A Research Proposal for Assessing the Effectiveness of 
SAS No. 82, by Steven Glover and Douglas Prawitt 
of Brigham Young University, Joseph J. Schultz of 
Arizona State University, and Mark Zimbelman of 
the University of Oklahoma
> Audit Fraud Risk Assessment Information and Its Rela­
tionship to Audit Programs, by Theodore Mock of 
the University of Southern California and Jerry L. 
Turner of Florida International University.
> The Impact of a Standard Audit Program and Manage­
ment Strategic Behavior on the Planning of Fraud 
Detection Procedures, by Steven K. Asare of the Uni­
versity of Florida and Arnie Wright of Boston College
> An untitled proposal by Barbara Apostolou of 
Louisiana State University and John M. Hassell of 
Indiana University. They propose to provide infor­
mation about the relative importance to auditors of 
the SAS No. 82 risk factors for assessing the risk of 
management fraud.
The ASB plans to discuss the results of the research 
at a meeting early in the year 2000.
International Audit Methodologies Working 
Group (Staff Liaison: Gretchen Fischbach) This group 
was formed to compare the audit risk model underlying 
national auditing standards to audit methodologies 
being used by the large, international auditing firms, and 
to develop recommendations to national auditing stan­
dards setters and the International Auditing Practice 
Committee on ways to enhance the effectiveness of the 
audit process. This joint project was initiated by the staff 
of the Auditing Practices Board of the United Kingdom, 
the Canadian Institute of Chartered Accountants, and 
the AICPA. Kay Tatum, a member of the working group, 
and Gretchen Fischbach will present the group’s find­
ings at the October 1999 ASB meeting.
(continued on page 9)
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International Auditing Practices Committee 
(IAPC) U.S. Member: Robert Roussey; U.S. Technical 
Advisors: Thomas Ray and John Archambault). The cur­
rent agenda of the IAPC includes developing a frame­
work for all assurance engagements, including assurance 
on financial and nonfinancial information, and revising 
the International Standards on Auditing (ISAs) that 
address confirmations, fraud, and prospective financial 
information. The IAPC recently issued ISAs that 
address going concern and communicating matters to 
those charged with corporate governance. The IAPC 
also has projects on auditing derivative financial instru­
ments, reporting on internal control, and reporting on 
environmental reports, all of which may result in new 
standards or other forms of guidance. An analysis com­
paring the ISAs with the SASs that identifies instances 
in which the ISAs specify procedures not specified by U. 
S. auditing standards is included in Appendix B of the 
Codification of Statements on Auditing Standards.
International Auditing Standards Subcommittee 
(Staff Liaison: Susan S. Jones; Subcommittee Chair: 
John Archambault). The ASB created this subcommittee 
to support the development of international standards. 
Subcommittee activities include providing technical 
advice and support to the AICPA representative and 
technical advisors to the IAPC, commenting on expo­
sure drafts of international assurance standards, partici­
pating in and identifying U.S. volunteer participants for 
international standards-setting projects, identifying 
opportunities for establishing joint standards with other 
standards setters, identifying international issues that 
affect auditing and attestation standards and practices, 
and assisting the ASB and other AICPA committees in 
developing and implementing AICPA international 
strategies.
Investment Performance Statistics Task Force 
(Staff Liaison: Julie Anne Dilley; Task Force Chair: 
Karyn Vincent). The task force will draft an auditing 
Statement of Position that provides performance and 
reporting guidance on investment performance statistics 
engagements performed in accordance with standards 
established by the Association of Investment Manage­
ment and Research (AIMR) and with other established 
or stated criteria. The guidance will supersede the exist­
ing Notices to Practitioners on this subject matter.
Joint Task Force on Quality Control Standards 
—Accounting and Auditing (Staff Liaison: David T. 
Brumbeloe; Task Force Chair: Barry Barber). The task 
force developed a proposed amendment of Statement 
on Quality Control Standards (SQCS) No. 2 that incor­
porates an experience requirement for performing pro­
fessional services under the SASs, SSARSs, and SSAEs. 
The need to incorporate an experience requirement in 
professional standards became relevant when the final 
version of the Uniform Accountancy Act (UAA) was 
issued in January 1998. UAA 7-2 states that “any indi­
vidual licensee who is responsible for supervising attest 
services and signs or authorizes someone to sign the 
accountant's report shall meet the experience require­
ments set out in the professional standards for such ser­
vices.” The amendment incorporates the concept of 
auditors meeting certain minimum competencies and 
focuses on individuals who assume responsibility for 
signing attest reports. Conforming changes also will be 
made to the Guide for Establishing and Maintaining a System 
of Quality Control for a CPA Firm's Accounting and Auditing 
Practice. The task force will present a revised draft of the 
SQCS at the October 1999 ASB meeting and expects 
the ASB to ballot it for issuance as a final standard.
SEC Auditing Practice Task Force (Staff Liaison: 
Jane M. Mancino; Task Force Chair: Rick Muir). The 
task force monitors regulatory developments affecting 
accountants' involvement with financial information in 
filings with the Securities and Exchange Commission 
(SEC). It considers the need for, and develops as neces­
sary, guidance in the form of SASs, SSAEs, auditing 
interpretations, or guides. Liaison with the SEC is main­
tained through the Audit Issues Task Force.
Technical Audit Advisors Task Force (Task Force 
Chair: Judith M. Sherinsky). The task force receives 
assignments, on an on-going basis, from the Audit and 
Attest Standards staff and the Audit Issues Task Force. 
The task force is researching the topic of working paper 
documentation and is considering whether the SASs 
should be revised to address such issues as the extent of 
documentation required in an audit of financial state­
ments and the objective of such documentation. At the 
October 1999 ASB meeting, the task force will present 
relevant issues raised by the SEC and the Public Over­
sight Board and possible solutions.
Auditing Practice Releases (APRs)
Auditing Practice Releases are designed to provide auditors 
with practical guidance to assist them in applying generally 
accepted auditing standards in audits of financial statements.
Analytical Procedures (Kim M. Gibson). This APR 
is designed to help practitioners effectively use analytical 
procedures. It includes a description of how analytical 
procedures are used in audit engagements, relevant 
questions and answers, and case studies, including a 
(continued on page 10)
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case study using regression analysis. The APR can be 
obtained from the AICPA Order Department by 
requesting product number 021069.
Audit Sampling (Gretchen Fischbach). This APR 
was issued in June and supersedes the existing audit 
guide, Audit Sampling. The APR reflects SASs issued 
since the audit guide was originally issued in 1983. It also 
includes increased coverage of nonstatistical audit sam­
pling. The APR can be obtained from the AICPA Order 
Department by requesting product number 021061.
Service Organizations: Applying SAS No. 70 
(Judith M. Sherinsky). This APR provides guidance to 
service auditors engaged to issue reports on a service orga­
nization’s controls that may affect a user organization’s 
internal control as it relates to an audit of financial state­
ments. It also provides guidance to user auditors engaged 
to audit the financial statements of entities that use 
service organizations. This APR supersedes the auditing 
procedure study, Implementing SAS No. 70, Reports on the 
Processing of Transactions by Service Organizations, and 
can be obtained from the AICPA Order Department by 
requesting product number 060457.
Other Publications
Audit Issues in Revenue Recognition (Julie Anne 
Dilley). This publication brings together in one source 
the audit and accounting guidance on revenue recogni­
tion for sales of goods and services in the ordinary course 
of business. Its primary objective is to help auditors ful­
fill their professional responsibilities with regard to 
auditing assertions about revenue. A related objective is 
to help other members of the financial community, 
including preparers of financial statements and audit 
committees, appreciate the importance of accurate rev­
enue recognition. The publication is one of several 
AICPA activities that mirror recent SEC initiatives to 
address “earnings management” practices that threaten 
the integrity of the financial reporting process. It can be 
obtained from the AICPA Order Department by 
requesting product number 022506, and also can be 
downloaded from the AICPA Web site at www.aicpa.org.
The Year 2000 Issue—Current Accounting and 
Auditing Guidance (Gretchen Fischbach). This revised 
publication provides a brief overview of the Year 2000 
Issue and summarizes the applicable accounting, disclo­
sure, and auditing standards. It also describes the respon­
sibilities of various parties, clarifies the auditor’s role, 
provides guidance on communications with clients, and 
describes disclosure considerations and certain practice 
management matters that auditors may wish to consider 
in connection with the Year 2000 Issue. This guidance can 
be obtained from the AICPA Order Department by 
requesting product number 022505, and can be down­
loaded from the AICPA Web site at www.aicpa.org. ♦
Projected ASB Agenda
Codes: DI—Discussion of issues, DD—Discussion of draft document, ED—Vote to ballot a document for 
exposure, EP—Exposure Period, CL—Discussion of comment letters, FI—Vote to ballot a document 












Audit Adjustments, Reporting on 
Consistency, and Service Organizations 
(Omnibus SAS —1999) FI
Audit Committee Effectiveness EP CL, FI
Audit Methodologies SU
Federal GAAP Hierarchy DD, ED EP
Financial Instruments EP CL FI
Materiality DI DD
Quality Control Standards FI
Technology Issues DI
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Recently Issued and Approved Documents
Title (Product Number) Issue Date Effective Date
Statements on Standards for Attestation Engagements (SSAEs)
SSAE No. 9, Amendments to SSAE
Nos. 7, 2 and 3 (023027)
January 1999 Effective for reports issued on or 
after June 30, 1999
Interpretations of SASs
Amended Interpretation of SAS No. 73, Using 
the Work of a Specialist, titled “The Use of Legal 
Interpretations As Evidential Matter to Support 
Management’s Assertion That a Transfer of 
Financial Assets Has Met the Isolation Criterion 
in Paragraph 9(a) of Statement of Financial 
Accounting Standards No. 125”
October 1998 Interpretations are effective upon 
publication in the Journal of 
Accountancy. This interpretation 
was published in the October 1998 
Journal of Accountancy
Statement of Position (SOP)
SOP 99-1, Guidance to Practitioners in 
Conducting and Reporting on an Agreed-Upon 
Procedures Engagement to Assist Management 
in Evaluating the Effectiveness of Its Corporate 
Compliance Program
May 21, 1999
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